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CLRTITILD PUBLIC AGCOUNTANTS

Independent Auditor's Report

To the Board of Governors
Louisizna Citizens Property Insurance Corporation

We have audited the accompanying Statement of Net Assets of the business-type activities and the major funds of the
Louisiana Citizens Property Insurance Corporation {the Corporation) as of December 31, 2007, and were engaged to audit
the related Statement of Revenues, Expenses and Changes in Net Assets and the Statement of Cash Flows for the year
then ended, which collectively comprise the Corporation's basic financial statements as listed in the table of contents,
These financial statements are the responsibility of the Corporation's management. Our responsibility is to exprass an
opinion on these financial statements based on our audit.

Except as indicated in the following paragraph, we conductad our audit in accordance with auditing standards generally
accepted in the United Stales of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, An audit includes examining, on a {est basis, evidence supporting the mounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overali financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

We were unable to perform sufficient audit orocedures in order ta render an opinion on the Statement of Net Assets of the
Corporation as of December 31, 2006, Such Statement of Net Assets includes amounts which enter materially into the
determination of the results of operations and cash flows for the year ended December 31, 2007. The management of the
Corporation also was unable to provide written representations for the entire period under audit s required by generally
accepted auditing standards.

Because of the matters discussed in the preceding paragraph, the scope of our work was not sufficient to enable us to
express, and we do not express, an opinion on the results of operations and cash flows for the year ended
December 31, 2007.

In our opinion, the Statement of Net Assets referred to above presents fairly, in all material respects, the respective
financial pasition of the business-type activities and the major funds of the Louisiana Citizens Property Insurance
Corporation as of December 31, 2007, in conformity with accounting principles generally accepted in the United States of
America.
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in accordance with Government Auditing Standards, we have also issued our report dated December 9, 2008, on our
censideration of the Louisiana Citizens Property Insurance Corporation’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and other matters.
The purpose of that report is to describe the scope of our testing of intemnal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control cver financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

Management has elected not to present the Management's Discussicn and Analysis information that accounting principles
generally accepted in the United States of America have determined is necessary to supplement, although not required to be
a part of the basic financial staiements. The accompanying Schedule of Governing Board is presented for purposes of

adcitional analysis and is not & required part of the basic financial statements. We did not audit the information and
BXpress no opinian on it.
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A Professional Accounting Corporaticn

December 9, 2008
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Total Net Assets

Statement of Net Assets
December 31, 2007
Enterprise Funds
Coastal FAIR
Plan Plan Total
Assets
Current Assets
Cash and Cash Equivalents 3 3931402 % 154,886,250  § 158,817 652
Cash Restricted to Satisfy Restricted Liabilites 179,815 2,942114 3121829
Interest and Dividends Receivables - 720,969 720,969
Pramium Receivables and Agents’ Balances, Net 1,710,634 19,296,336 21,006,970
Emergency Assessments Receivables, Net - 16,540,214 16,540,214
Reinsurance Receivables 840,562 16,594,421 17,434,883
Deferred Policy Acquisition Costs 908,929 12,691,889 13,600 818
Due From Qther Funds - 34,912,219 34,912,218
Cther Current Assets - 1,274 1,274
Total Current Assets 7,571,342 268,585,686 266,157,028
Non-Current Assets
Restricted Invesiments with Bond Trustee - 332,330,432 332330 432
Bond Issuance Casts, Net - 22,670,642 22,670,642
Capital Assets, Net - 7,833,351 7,833,301
Total Non-Current Assets 362,834,425 362,834,425
Total Assets 7,571,342 £§21,420, 111 628 991 453
Liabilities and Net Assets
Current Liabilities
Unpaid Losses 30,002,383 288,856,863 318,859,846
Unpaid Loss Adjusiment Expenses 5,699,432 46,172,203 51,871,635
Advance Prermiums 155,269 3,145,236 3,300,505
Unearned Premiums 9,089,292 126,918,889 136,008,181
Unearned Tax Exempt Surcharge 272,679 3,807,567 4,080,246
Seniicing Fees Payable 3,102,520 26,716,980 29,819,500
Accrued Expenses, Taxes, Licenses and Fees 969,238 4,187,769 5,157,007
Restricted Amounts Due to Bond Trustes for
Emergency Assessments Collected 179,815 2,842,114 3121028
Accrued Bond Interest Payable - 3,357,168 3,357,168
Commissions Payable to Agents 438,984 414,781 4,580,765
Other Current Liabilties 16,878 834,562 856,440
Due to Other Funds 34,812,219 - 34,912,219
Total Current Liabilities 84,839,309 511,086,132 505,025 441
Non-Current Liabilities
Special Assessment Revenue Bonds - 1,006,677,012 1,006,677,012
Total Lizbilities 84,839,309 1,517,763,144 1,602,602 453
Net Assets
Invasted in Capital Assets, Net of Related Debt 7,833,351 7,833,351
Restricted for Debt Service - 34,610,651 34,810,651
Unrestricled {77,267,987) {938,087,035) (1,016,255,002)

§  (77.267.967) § {836 343 033) § {973.611,000)

The accompanying noles are an infegral part of these firancial statements.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Statement of Revenues, Expenses and Changes in Net Assets

For the Year Ended December 31, 2007

Enterprise Funds
Coastal FAIR
Plan Plan Total
Operating Revenues
Premiums Eamed $ 12629541 § 143636012 3 156,265,553
Net Invesiment Income 252,636 7,221,494 7474130
Finance and Service Charges 247,527 5,300,472 5,547,999
QOther Revenues 1,887 115,811 117,698
Total Operating Revenues 13,131,591 156,273,789 169,405,380
Operating Expenses
Losses Incurred 5,008,472 63,650,243 68,658,715
Loss Adjustment Expenses 826,002 12,016,978 12,945,980
Underwriting Expenses 3436,533 40,657,499 44,004 032
Total Operating Expenses 9,371,007 116,327,720 125,698,727
Operating Income 3,760,584 39,94¢,069 43,706,653
Non-Operating Revenues (Expenses)
Interest Expense (44,778,018) (44,778,018)
Net Investment Income 16,134,139 16,134,139
Emergency Assessment Income - 78,012,089 78,012,089
Market Equalization Charges 6,742,986 13,675,196 20,318,182
Excess Regular Assessment Recoupments 3,046,693 10,747,130 13,793,823
Tax Exempt Surcharge 483,756 6,092,424 6,576,180
Total Non-Operating Revenues (Expenses) 10,273,435 79,782,960 90,056,395
Changes in Net Assets 14,034,019 119,729,029 133,763,048
Net Assets, Beginning of Year (91,301,986) {1,016,072,062) (1,107,374,048)
Net Assets, End of Year $ (77,267,967} &  (B96,343033 § (9736110000

The accompanying notes are an integral part of these financial statements.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Statement of Cash Flows
For the Year Ended December 31, 2007

Enterprise Funds
Goasfal FAIR
Plan Plan Tofal
Cash Flows from Cperating Activities

Premiums Collected $ 14721280 % 183,795670  § 198,516,950
Net investment Income Received 252,836 7,221,454 7474130
Finance and Service Charges 247 527 5,300,472 5,547,999
Other Receipts 1,887 115,811 117,698
Losses Paid (33,077,213 {197,999,348) (231,076,561
Loss Adjustment Expenses Paid (3,706,114} {24,215,183) (27,921,297)
Underwriting Expenses Paid (963,488} (22,105,912 (23,069.407)

Net Cash Used in Operating Activities (22,523,482} (47.886,996) (70,410,488)

Cash Flows from Non-Capital Financing Activities
Interfund Borrowing 14,219,114 (14,219,114}

Emergency Assessments Recaived - 61,471,675 51,471,675
Regular Assessments Received 5,119,496 13,453,973 18,573,469
Market Equalization Charges Received 6,742,986 13,575,196 20,316,182
Tax Exempt Surcharge Recelved 553,113 7422463 7,975,576
Interest Paid on Debt - (45,029,293) {45,029 293}
Other Financing Fees - (1,471,312} {1471.312)
Net Cash Provided by Non-Capital Financing Activities 26,634,709 35,203,788 61838497
Cash Flows from Capita! and Related Financing Activities
Purchases of Capital Assals - {140,040} {140,040
Net Cash Used in Capital and Related Financing Activities - (140,040} {140,040)
Cash Flows from Investing Activities
Amounts Received from Restricted Investments with Bond Trustee 99,286,047 99,286,047
Net Investment Income Received - 16,654,584 16,654,584
Net Cash Provided by Investing Activities - 115,940,631 115,940 631
Net Increase in Cash and Cash Equivalents 411,17 103,117,383 107,228,600
Cash and Cash Equivalents, Beginning of Year - 54,710,981 54,710,981
Cash and Cash Equivalents, End of Year g 4111217 § 157828364 % 161,938,581

The accompanying nctes are an integral part of these financial statements.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Statement of Cash Flows {Continued)
For the Year Ended December 31, 2007

Enterprise Funds
Coastal FAIR
Plan Plan Total
Reconciliation of Operating Income to Net Cash Used in
Operating Activities
Operating Income 3 3,760,584  § 39,946,069 § 43,706,653
Adjustments to Reconcile Operating Loss to Net Cash
Used in Operating Activities
Depregiation Expense 2,708,812 2,708,612
Decrease {Increase) in:
Premiums Receivables and Agents’ Balances (408,587) (6,998,189) {7,404,776)
State Taxes Receivable - 390,540 390,540
Reinsurance Receivables (538,934) (10,664,088) {11,203,000)
Defemed Policy Acquisition Costs (231,190} (4.433,452) {4,664,652)
Ofher Current Assels - 98,043 98 849
Increase {Decrease} in:
Deficit in Cash {811,549 - (811,549}
Unpaid Losses and Loss Adjustment Expenses (29,498,370} (135,880,244) {165,378,614)
Advance Premiums 6,613 (118,889) (112,27€)
Uneamed Premiums 2,311,808 44,334 622 46,646 520
Servicing Fees Payable 1,999,673 15,850,093 17,650,086
Accrued Taxes, Licenses, Fees and Other Expenses 698,992 2,213,003 2,911,865
Restristed Amounts Due to Bond Trustee 179,815 2,942 114 3121829
Commissions Payable to Agents 54,057 922,471 976,528
Other Cumrent Liabilities {48,794) 801,381 752,587
Met Cash Used in Operating Activities § !22 523492 § (47.886 995! $ 70,410,488}
Supplemental Disclosure:
Cash and cash equivalents, end of year consist of;
Unrestricted Cperaling Cash and Cash Equivalents $ 3931402 % 154,886,250 & 158,817,652
Restricted Cash to Satisfy Restricted Liabilities 179,815 2,942,114 3,121,828
Total Cash and Cash Equivalents, End of Year 3 A2y § 157828364 8§ 161,939 581

The accompanying notes are an integral part of these financial statements.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 1.

Summary of Significant Accounting Policies

Reporting Entity

Louisiana Citizens Property Insurance Corporation (the Cerporation} was created in accordance with provisions
of Louisiana Revised Statute (LRS) 22:1430, to operate insurarce plans which provide property insurance for
residential and commercial property, solely for applicants who are in good faith entitled, but are unable, to
procure insurance through the voluntary market. The Corporation operates residual market insurance programs,
throughout the State of Louisiana (the State), designated as the Costal Plan (succeeded the Louisiana Insurance
Underwriting Plan) and the Fair Access to Insurance Requirements Plan (FAIR Plan) (succeeded the Louisiana
Joint Reinsurance Plan). The Coastal Plan is for property insurance written on locations between the Guif of
Mexico and the Intracoastal Waterway and the FAIR Plan is for property insurance above the Intracoastal
Waterway.

The Corporation began operations on January 1, 2004, with its headquarters and corperale offices located in
Metairie, Louisiana. It is govemed by a board of directors consisting of 15 members, whe serve without
compensation. The Board consists of the Commissioner of the Department of Insurance, the State Treasurer,
The Chairman of the House Committee on Insurance, The Chairman of the Senate Committee on Insurance or
their desigrees, nine representatives appointed by the Governcr, and two representatives appointed by the
Commissioner of the Department of Insurance. During 2007, one board position was vacant.

Governmental Accounting Standards Beard (GASB) Codification Section 2100 has defined the governmental
reporting entity to be the State of Louisiana. The Corporation is considered a component unit of the State of
Louisiana because the relafionship with the state is such that the exciusion of the Corperation’s information fram
the Stale's financial statements would cause the State’s financial statements to be incomplete or misleading.
The accompanying financiat statements present information only as to the transactions and programs of the
Loulsiana Citizens Property Insurance Corporation, a compenent unit of the State of Louisiana. The Corporation
is reported as an enterprise fund within the State of Louisiana's Comprehensive Annual Financial Report.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements are presented using the economic resources measurement focus and the accrual basis
of accounting. Revenues are recorded when eamed and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows.

The Corporation reports the following major proprietary funds:
The Coastal Plan accounts for all activities of the Coastal Plan, The Coastal Plan provides insurance
on property located in the State of Louisiana between the Guif of Mexico and the Intracoastal
Waterway.

The FAIR Plan accounts for all activities of the FAIR Plan. The FAIR Plan provides insurance to areas
of the State of Louisiana above the Intracoastal Waterway.



LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 1.

Summary of Significant Accounting Policies (Continued)
Measurement Focus, Basis of Accounting and Financial Statement Presentation (Continued)

Generally, private-sector standards of accounting and financial reporting issued prior to December 1, 1989, are
followed in proprietary fund financial statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board. Governments also have the eption of
following subsequent private-sector guidance for their business-type activities and enterprise funds, subject to
this same limitation. The Corporation has elected not {o follow subsequent private-sector guidance.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles, requires
management to make certain estimates and assumptions that directly affect the reported amounts of assets,
liabilities, revenues and expenses. Actual results may differ from those estimates.

The determination of the unpaid losses and unpaid loss adjustment expense amounts are particulary sensitive
estimates subject to change.

Cash, Cash Equivalents and Investments

The Corparation has defined cash and cash equivalents o include cash on hanc and demand deposits. Under
State Law, the Corporation may invest in United States Bonds, treasury notes or certificates. The Corporation
also may invest in direct repurchase agreements of any federal bank. The collateral for the agreement can only
include securities as described above. invesiments are stated at their fair value which approximales cost.

Receivables

Premium receivables and agents’ balances are reported net of amounts estimated to be uncollectible. The
amounts estimated fo be uncollectible as of December 31, 2007, were $2,425,159 and are reported as a
reduction in premiums eamed in the accompanying financial statements.

Fair Value of Financial Instruments
The carrying value of cash, receivables and accounts payable approximates fair value due to the short maturity
of these instruments and obligations.

Interfund Activity
Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of the
fiscal year are referred to as either due to or from other funds in the accompanying financial statements.

Reinsurance

In the norma! course of business, the Corporation seeks to reduce the loss that may arise from catastrophes or
other events that cause unfavorable underwriting results by reinsuring certain levels of risk in varigus areas of
exposure with other insurance enterprises or reinsurers. Amounts recoverable from reinsurers are estimated in
a manner consistent with the reinsured policy.

Recognition of Premium Revenues

Revenues from written premiums are recorded as unearned premiums and recognized when eamed, on a
straight-line basis, over the contract period. The tax exempt surcharge assessed on all written premiums is
recognized consistent with the premium recognition policy.



LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 1.

Summary of Significant Accounting Policies (Continued)

Unpaid Claims and Claim Adjustment Expenses

The liability for losses and loss adjustment expenses includes an amount determined from loss reports and
individual cases and an amount, based on past experience, for losses incurred but not reported. Such liabilities
are necessarily based on estimates and, while management believes that the amount is adequate, the ultimate
liability may be in excess of or less that the amounts provided. The methods for making such estimates and for
astablishing the resulting liahility are continually reviewed, and any adjustments are reflected in current earnings.

. The reserves for losses and loss adjustment expenses are reported net of estimated recoveries from

reinsurance of approximately $13,885,669 and $1,328,238, respectively.

Deferred Policy Acquisition Costs

Cemmissions and other costs of acquiring insurance thet are primarily related to the production of new and
renewal business are deferred and amortized over the terms of the policies to which they relate. Amortization in
2007 was $21,941,330 and is reported within underwriting expenses in the accompanying Statement of
Revenues, Expenses and Changes in Net Assets,

Capital Assets

All acquisitions of properly and equipment in excess of $5,000 whose useful lives extend beyond a one year
period are capitalized. Capital assets consist of electronic data processing and communication equipment. They
are recorded at cost and depreciated using the straight-line method over the following useful lives;

Electronic datz processing equipment 5 Years
Communication and office equipment 10 Years

Depreciation expense for 2007 totaled $2,708,612.

Contingencies

Cerlain conditions may exist as of the date the financial statements are issued, which may result in a loss to the
Corporation, but which will only be resolved when one or more future events cccur or fail to occur. The
Carporation's management and its lzgal counsel assess such contingent liabilities, and such assessment
inherently involves an exercise of judgment. In assessing loss contingencies related to legal proceedings that
are pending against the Corporation or unasserted claims that may result in such proceedings, the Corporation’s
legal counse! evaluates the perceived merits ¢f any legal proceedings or unasserted claims as well as the
perceived merits of the amount of relief sought or expected to be soughf therain.

If the assessment of a contingency indicates that itis probable that a material loss has been incurred and the
amcunt of the liability can be estimated, the estimated liability would be accrued in the Corporation's financial
statements. If the assessment indicates thal a potentially material loss contingency is not probable but is
reasonably possible, or is probable but cannot be estimated, the nature of the contingent liability, together with
an estimate of the range of possible loss if determinable and material, would be disclosed. Loss contingencies
considered remote are generally not disclosed unless they arise from guarantees, in which case the guarantees
would be disclosed.

Defining Operating Revenues and Expenses

The Corporation distinguishes between operating and non-operating revenues and expenses. Operating
revenues and expenses consist of charges for insurance policies and the costs of providing such policies. All
other revenues and expenses are reported as non-gperating.



LOUISIANA CITIZENS PROPERTY INSURANCE CORPCORATION

Notes te¢ Financial Statements

Note 1.

Note 2.

Note 3.

Summary of Significant Accounting Policies (Continued)

Income Taxes
Pursuant to Private Letter Ruling 166165-03 from the intemal Revenue Service, the Corporation canstitutes an
integral part of the State of Louisiana and its income is exempt from federal income tax.

Net Assets
The net assets of the Corporation are divided inte three components:

1. Invested in capital assets, net of related debt—ccnsist of the historical cost of capital assets less
accumulated depreciation and less any debt that remains outstanding that was used to finance those
assets.

2. Restricted net assets—consist of net assets that are restricted by the Comporation's creditors (through
debt covenants) or by the state enabling legislation {through restrictions on uses of revenues).

3. Unrestricted—all other net assets are reported in this category.

Stewardship, Compliance and Accountability

Deposits and Ihvestment Laws and Regulations

In accordance with state law, alf uninsured deposits of the Corporation in financial institutions must be secured
with acceptable collateral valued at the lower cf cost or market or par. As of December 31, 2007, the
Corporation's cash and cash equivalents were entirely insured or collateralized with securities held by its agentin
the Corporation’s name.

Deficiency in Net Assets

The Corporation reported a deficiency in net assets of $973,611,000 at December 31, 2007, resulting from
losses on insured property caused by Hurricanes Katrina and Rita during 2005. The Corporaticn plans to
eliminate the deficit through emergency assessments on affected insurance companies and policy holders.

Cash, Cash Equivalents and Investments

The Corporation's cash and cash equivalents consist of the following at December 31, 2007:

Carrying Bank

Amount Balance
Demand Deposits § 161.939.581 $ 198955261
Total $ 161,939,581 $§ 198,995,261

These deposits are stated at cost, which approximates market. Under state faw, these depasits (or the resulting
bank balances) must be secured by federal deposit insurance or the pledge of securities owned by the fiscal
agent bank. The market value of the pledged securities plus the federal deposit insurance must at all times
equal tha amount on deposit with the fiscal agent. These securities are held in the name of the pledging fiscal
agent bank in a holding or custodial bank that is mutually acceptable to both parfies.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 3. Cash, Cash Equivalents and Investments (Continued)

Custodial Credit Risk - Deposits: Custodial credit risk is the risk that in the event of a bank failure, the
Corperation’s deposits may not be returned to it. The Corporation does nof have a deposit policy for custodial
cradit risk. As of December 31, 2007, $198,855,261 of the Cerporation’s bank balance was exposed to custodial
credit risk. $100,000 of deposits were secured by federal deposit insurance coverage, which was not exposed to
custodial credit risk. The remaining deposits, which were exposed to custadial credit risk, were secured by the
pledge of securities owned by the fiscal agent bank.

At December 31, 2007, the Corporaticn has investments of $332,330,432 which are detailed as follows:

Credit Risk
Investment Rating Percentage
Mutual Fund - Treasury Obligations AAAM 73%
Repurchase Agreement with a Federal Bank, Securities
Held by Bank AAA 15%
Repurchase Agreement with a Federal Bank, Securities
Held by Bank Varies 12%

The Corporation does not have a formal invesiment policy regarding investment credit risk.

Concentration of Cradit Risk

The Corporation has no formal limit on the amount the Corporation may invest in any one issuer. More than 5%
of the Corporation’s investments are in Mutual Fund - Treasury Obligations and the two repurchase agreements
with federal banks.

interest Rate Risk

Investment Maturity Fair Value
Mutual Fund - Treasury Obligations None $ 242667268
Repurchase Agreement with a Federal Bank, Securities

Held by Bank Varies § 48847317
Repurchase Agreement with a Federal Bank, Securities

Held by Bank 6/1/2026 $ 40815847

The Corporation does not have a formal investment policy that limits investment maturities as a means of
managing its exposure to fair value losses arising from increasing interest rates,

11



LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 4.

Note 5.

Assessments Receivable and Revenue

LRS 22:1430 stales that any insurer whe engages in writing property insurance within Louisiana shall become an
assessable insurerin the Coastal Plan and FAIR Plan. In the event that the Governing Board of the Corporation
determines that a deficit exists in either the Coastal Plan or the FAIR Plan, the Corporation may levy regular
assessments against assessable insurers for each affected plan in order to help offset such deficit. Furthermore,
assessable insurers are permitted to recoup all regular assessments from their policyholders by applying a
surcharge to all policies. Any amounts recouped by the insurers in excess of amounts assessed are required to
be forwarded to the Corporation.

During 2005, the Goveming Board levied a 2005 Regular Assesement in an amount that equaled 10% for the
FAIR Plan and 5% for the Coastal Plan, of the aggregate statewide direct written premium for the subject lines of
business for the calendar year 2004. At December 31, 2007, there were no additional amounts owed to the
Corporation under the 2005 assessment, but excess recoupments received totaled $13,793,823. There were no
Regular Assessments levied during 2007,

Lipon a determination by the governing board that a deficit in a plan exceeds the amaount that will be recovered
through regular assessments, the governing board is authorized to levy, after verification by the Department of
Insurance, emergency assessments, for as many years as necessary to cover the deficit. The board determined
that the 2005 Plan Year Deficit exceeded the amounts levied under the 2005 Regular Assessment and has
levied an Emergency Assessment baginning in 2007 of 3.6% of written premium and has approved a levy of
5.0% for 2008 and 2009. The assessments are collecled by the insurers and remitted to the Corporation’s bond
trustee quarterly. The total of 2007 Emergency Assessments levied amounted to 378,012,089 of which
$16,540,214 remained cutstanding as of December 31, 2007.

Capital Assets

Capital asset activity for the year ended December 31, 2007, was as follows:

Balance Balance
January 1, December 31,
2007 Increases Decreases 2007
Capital Assets Being Depreciated
Electronic Data Processing Equipment 513,131,133 $ 47,950 $ - $ 13,229,083
Communication and Office Equipment £69,496 42,000 - 611,586
Total Capital Assats Being Depreciated 13,700,629 140,040 - 13,840,669
Less Accumnulated Depreciation for:
Electronic Dala Processing Equipment (3,265,485) (2,645,817) - (3,911,302}
Communication and Office Equipment (33,221} (62,795} - (96,018}
Total Accumulated Depreciation (3,208,706) (2,708,612 - (6,007,318}
Total Capital Assets Being Depreciated, Net 310401923 §(2568572) § - $ 7833351
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes te Financial Statements

Note 6.

Note 7.

Note 8.

Risk Management

The Corporation has a geographic exposure to catastrophe losses in the areas where its policy holders' insured
propenty resides. These catastrophes can be caused by various events, including hurricanes, windstorms, hail,
and flooding, and the incidence and severity of catastrophes are inherently unpredictable. The extent of losses
from a catastrophe is a function of both the total amount of insured exposure in the area affected by the event
and the severity of the event. Most catastrophes are restricied to small geographic areas; however, hurricanes
and severe flooding may produce significant damage in large, heavily populated areas. The Corporation
generally seeks to reduce its exposure to catastrophes through the purchase of catastrophe reinsurance.

Reinsurance Receivable and Concentrations of Credit Risk

Reinsurance contracts do not relieve the Corporation frem its ebligations to policyholders, Failure of reinsurers
to hanor their obligations could result in losses to the Corporation; consequently, allowances are established for
amounts deamed uncollectible. The Corparation evaluates the financial condition of its reinsurers and monitors
concentrations of credit risk arising from similar geographic regions, activities, or economic characteristics of
the reinsurers to minimize its exposure to significant losses from reinsurer insolvencies.

The Corporation limits the maximum net loss that can arise from large risks or risks in concentrated areas of
exposure by reinsuning (ceding) certain levels of risks with other insurers or reinsurers on an automatic basis
under general reinsurance contracts known as “treaties.” The Corporation acquired catastrophe reinsurance
coverage of $400,000,000 per occurrence and $800,000,000 in the aggregate for combined losses in excess of
$100,000,000 for the policy year beginning June 2007 and ending May 2008. The Corporation will bear a
prorated risk of loss of 10% and the reinsurance carrier bears a prorated risk of loss of 90% of the reinsured
losses. The Corporation would bear 100% of the risk for all losses in excess of the policy limits.

The effect of reinsurance on premiums written and eamed is as follows:

Written Earned
Direct $ 265,857,107 3 216,785,428
Assumed - -
Ceded {60,519,875) (60,519,875}
Net $ 205,337,232 ) 156,265,553

The amount of recoveries pertaining to reinsurance contracts that were deducted from losses incurred and loss

adjustment expenses during 2007 were approximately $15,045,431 and $1,448,303, respectively.
Restricted Net Assets

The Statement of Net Assets includes $34,810 651 of net assets restricted for the repayment of the Special

Assessment Revenue Bonds, which has been restricted by enabling legislation. The amounts equal the excess
of unspent emergency assessments collected to satisfy the debt service requirements for the year.

13



LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 9.

Special Assessment Revenue Bonds

On April 11, 2006, the Corporation offered for public sale, $678,205,000 in Series Z006B and $300,000,000 in
Series 2006C Special Assessiment Revenue Bonds. The bonds were issued to eliminate the 2005 Plan Year
Deficit resulting from Hurricanes Katrina and Rita. The bonds and interest will be payable from Emergency
Assessment revenues during 2007 and subsequent years. The Series 2006B bear variable interest rates from
4% - 5.25% per annum and Series 2006C Bonds will bear interest at an Aucticn Mode Rate resulting from
auction procedures. The Series 20068 were sold at a premium of $33,828,701, which is being amortized using
the interest rate method and reported as a component of interest expense in the financial statements,

Bond activity for the year ended December 31, 2007, was as follows:

Balance Ralance
January 1, Cacember 31,
2007 Increases Decreases 2007
Special Assessment Revenue Bonds

Series 20068 $ 678205000 $ - $ - $ 678,205,000
Series 2006C 300,000,000 . - - 300,000,000
Total Qutstanding Principal on Bonds 978,205,000 978,205,000
Bond Premium on Series 20068 31,582,348 . 3,110,336 28472012
Total Special Assessment Revenue Bonds $1,009787.48 3 - $ 3110336 §1,006677,012

Debt service requirements at December 31, 2007, was as follows:

Serigs 20068 Series 2006C Total
Year Ending Revenue Bonds Revenue Bends Debt Service
December 31, Principal Interest Principal Interast Principal Interest
2008 $ - $ 33776012 5 - $ 11253281 § - $ 45,029,293
2009 31,800,000 33,004,887 - 11,253,281 31,800,000 44,258,268
2010 34,360,000 31,363,825 - 11,253,281 34,360,000 42.617,106
2011 35,080,000 29,677,813 - 11,253,281 35,080,000 40,931,094
2012 37,735,000 21,927,663 - 11,253,281 37,735,000 39,180,944
2013t0 2017 217,035,000 108,400,544 - 56,266,405 217,035,000 164,666,949
2018 to 2022 277,220,000 48,777,126 - 56,266,405 277,220,000 103,043,531
202310 2027 44,975,000 1,072,263 300,000,000 34,293,152 344,975,000 35,365,415
Total $ 678205000 $ 312000233 $ 300000000 $ 203092367 §78,205.000 515,092,600
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 19.

Note 11.

Note 12,

Note 13.

Related Party Transactions

The Corporaticn entered into an agreement for services with the Property Insurance Association of Louisiana
(PIAL) effective January 1, 2004, whereby PIAL performs for the Corporation on a cost and expense
reimbursement basis without profil, commission or fees to PIAL, such services as may be required to oparate
and administer the Corporation's business activities. Until approximately June 2007, the Corporation and FIAL
were governed by common board members and corporate officers. Operating expenses billed te the Corporation
by PIAL for 2007 amounted to $9,744,125. At December 31, 2007, unpaid amounts due to the Property
Insurance Association of Louisiana totaled $806,145. This agreement was terminated by the Corporation's
management as of April 1, 2008,

Commitments

The Corporation entered into Service Provider Agreements with Bankers Insurance Group, First Premium
Insurance Group, Inc., and MacNeill Group, Inc. to provide underwiiting, pclicy issuance and administration and
claims processing services beginning October 1, 2005, and ending September 30, 2008. All service provider
contracts have been extended until March 31, 2009. Policy administration services are performed for a fixed fee
per application/policy and claims administration services are performed for a percentage of net loss paid, subject
to @ minimum and maximum dollar fee.

Going Concemn

Due to tha catastrophic effects of Hurricanes Katrina and Rita, the Corporation maintains a deficit in net assets of
377,267,967 for the Coastal Plan and $896,343,033 for the Fair Plan at December 31, 2007, Louisiana Revised
Statute 22:1430.16(E) states that in the event that a deficit is not remedied by the regular assessment described
in Note 4, the Corporation may declare an emergency assessment. The amount of the emergency assessment
in any year must nol exceed either 10% of the remaining deficit or 10% of the aggregate statewide direct written
premium for subject lines of business. Management began the process to alleviate the deficit by issuing revenue
bonds in April 2006 which will be retired using annual emergency assessmenis beginning January 1, 2007.
Revenues from the emergency assessments will be recognized as they are levied.

Contingencies

Pending Litigation

The Corporation is a defendant in varicus individual and/or alleged class action suits arising from allegations
made for failing to timely and/or properly adjust and pay claims on insured property, many of which were related
1o damages during Hurricanes Katrina and Rita. The Corporation denies the allegations made in these suits
and has vigorously defended itself. At December 31, 2007, the Corporation’s counsel has estimated that the
potential exposure would not exceed amounts provided for within the loss and loss adjustment expense
reserves of the financial statements.

15



LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION

Notes to Financial Statements

Note 13.

Note 14.

Contingencies {Continued)

Pending Litigation (Continued}

During Cctober 2008, the Corporation was presented with a proposed settlement of the class actions claims
filed. The Corporation’s Board of Governors has raviewed the proposed settlement and believes it will bring an
end to three years of costly litigation. The maximum possible exposure of the setffement is $35,000,000,
including payment of the piaintiffs’ counsel fees and other costs. The Corporation believes the actual exposure
to be less than the maximum. The Civil District Court in New Orleans has scheduled a fairness hearing on the
settlement in December 2008. Because the outcome of the settlement is uncertain, no liability has been
recorded.

Rate Contingency

The Corparation is required by RS 22:1430.12(A}(1) to set rates which exceed rates charged among the ten
insurers with the greatest total direct written premium in each parish for that line of business in the preceding
year by at least 10%. These rates are required 1o be set by the governing board, adjusted annually, and to be
actuarially certified. State Law further requires the Corporation to charge the higher of the actuarially justified
rates or 110% of the rates charged by the top fen insurers.

On November 12, 2008, the Louisiana Legistative Auditor released his audit report on the financial statements
of the Louisiana Department of Insurance {(DOI) for the fiscal year ending June 30, 2007, which can be found at
the Legislative Auditor's web site at www Ila.la.gov. That audit contained findings suggesting that the DOI made
improper adjustments fo the initial residential rate filings (excluding wind and hail-only coverages) for the period
covering from November 1, 2006 through May 31, 2007. The finding indicates that the Corpaoration submitted
their proposed rale increase based on data provided to them by the DOI. The DO stated that they discovered
errors in the initial data and therefore, did not approve the initial rate increase but reduced the increase to a
lower rate.

Management is unable to determine the effects, if any, of {his rate adjustment to their financial statements, nor
can they determine compliance with the state statute as indicated in the Lovisiana Legislative Auditor's reports.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPQRATION
Schedule of Governing Board
For the Year Ended December 31, 2007

Board Member

Appointing Agency Compensation

James William Newton, Chaimman Office of the Commissioner of Insurance $ -0-
Jim Napper, General Counse! (Office of the State Treasurer -0-
Rep. Karen Carter Chairman of the Housa Committee on Insurance 0-
Sen. Robert W. “Bob” Kostelka Senate Committee on Insurance Designee -0-
Jeff W. Albright Independent Ins. Agents/Brokers of Lotisiana 0-
Ann Metrailer Louisizna Farm Bureau Mutual Ins. Co. -0
Ron E. Newson State Farm Insurance Company -0-
James Mike Ely Property Casualty Ins Assoc. / Allstate Insurance Company -0-
Joelle M. Lapeze Hanover Insurance Company -0-
John D. Miletti American Insurance Assoc, / St. Paul Travelers -0-
Chester Lee Mallett At-Large Governor Appeintee -0-
Leander Peter Henry At-Large Governor Appointee -0-
Michael W. Domingue At-Large Governor Appainiee -0-
David Hal Stiel Professional Insurance Agents of Louisiana -0
Vacant Pysition Alliance of American Insurers -0-
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[ APORTE SEHRT
RomMIG HAND

CLRTINIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Govemors
Louisiana Citizens Property Insurance Corporation

We have audited the accompanying Statement of Net Assets of the business-type activities and the major funds of the
Louisiana Citizens Property Insurance Corperation (the Corporation) as of and for the year ended December 31, 2007,
and were engaged to audit the related Statement of Revenues, Expenses, and Changes in Net Assets and the Statement
of Cash Flows for the year then ended, which collectively comprise the Corporation’s basic financial statements and have
issued our report thereon dated December 9, 2008, We cenducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. We did not express an opinion
on the results of operations and cash flows due to scope limitations.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Louisiana Citizens Property Insurance Corporation’s internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions
on the finangial statements, but not for the purpose of expressing an opinion on the effectiveness of the Corporation's
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Corporation's internal control over financial reporting.

Our consideration of internal control over financial reparting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal contro! over financial reporting that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control cver financizl reporting that we consider to be material weaknesses.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, fo prevent or detect misstatements on a timely basis. A significant
deficiency is a contre! deficiency, or combination of control deficiencies, that adversely affects the Corporation's ability to
initiate, autherize, record, process or repert financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the Corporation’s financial statements
that is more than inconsequential will not be prevented or detected by the Corporation's internal control.
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A material weakness is a significant deficlency, or cembination of significant deficiencies, that results in more than a
remote likelihoed that a material misstatement of the financial statements will not be prevented or detected by the
Corporation's internal control. We beligve that the significant deficiencies described in the accompanying schedule of
findings and responses listed as 2007-4 through 2007-8, to be material weaknesses in internal control over financial
reporting.

Compliance and Other Matters

As part of abfaining reasonable assurance about whether the Louisiana Citizens Property Insurance Corporation's
financial statements are free of malerial misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncomplianca with which could have a direct and material effect on
the determination of financial statement amounts, However, providing an cpinicn on compliance with those provisions
was not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed
instances of noncompliance or other matters that are required to be reported under Government Auditing Standards and
are described in the accompanying Schedule of Findings and Responses listed as 2007-1 through 2007-3 and 2007-€.

The Corporation’s response tc the findings identified in our audit are described in the accompanying Schedule of Findings
and Responses. We did not audit the Corporation's response and, accordingly, we express no opinion on if.

This report is intended solely for the information and use of the Board of Governors and the Louisiana Legislative Auditor,

and is not intended to be and should not be used by anyone other than these specified parties. Under Louisiana Revised
Statute 24:513, this report is distributed by the Legislative Auditor as a public decument.

A Professional Accounting Corporation

December 8, 2008



LOUISIANA CITIZENS FROPERTY INSURANCE CORPORATION
Schedule of Findings and Respenses
For the Year Ended December 31, 2007

Summary of Audit Results
1. The auditor's report expresses an unqualified opinion on the Statement of Net Assets, but disclaims an
opinicn on the Statement of Revenues, Expenses, and Changes in Net Assets and the Statement of Cash
Flows,

2. Material weaknesses are disclosed as findings 20074 through 2007-8.

3. Instances of non-compliance were disclosed as findings 2007-1 through 2007-3 and an other matter was
disclosed as finding 2007-9.

4, There were no significant deficiencies, no findings, or non-compliance findings relatec to federal awards
received by the Louisiana Citizens Property Insurance Corporation.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Schedule of Findings and Responses
For the Year Ended December 31, 2007

2007 -1 Reporting Requirements

Criteria:

Condition:

Cause and Effect:

Recommendations:

Management's
Response:

Louisiana Revised Statutes (LRS} 22:1430.14 and 22:1451 require quarterly and annual
statutory statements to be filed with the Commissioner of Insurance for the Coastal Plan and
the FAIR Plan. The annual statement is due March 15! following the year end and quarterly
reports are due prior to May 150, August 15" and November 150, LRS 24:513 and the
Louisiana Governmental Audit Guide require the annual audit to be completed and submitted
to the Legislative Auditor within six moriths subsequent to the close of the entity's fiscal year
end.

The Louisiana Citizens Property Insurance Corporation's (the Carperation) required filings
were submitted well after the due dates as described above. The annual filing to the
Commissicner of Insurance for 2005, 2005 and 2007 have not yet been filed and are on
extension until December 31, 2008,

This condition was caused by the myriad of accounting problems that arose in the aftermath
of Hurricanes Katrina and Rita. The effect of this condition was noncompliance with the
aforementioned Louisiana Revised Statutes.

None

New management has worked diligently to rebuild the accounting data for the Coastal and the
FAIR Plans. Management has set a timetable which will bring the Corporation into
compliance with fulure filing requirements. According to that timetable, 2007 will be
completed by December 2008,

2007-2  Policy Take Out Program

Criteria;

Condition:

Cause and Effect;

Recommendations:

Management's
Response:

LRS 22:1430.23 requires, at east annually, the Corporation to offer its in-force policies for
removal fo the voluntary marxet. This is to encourage the ultimate depcpulation of these
residual market plans.

The Corporation's first policy take out program began in 2008,

This condition was caused by the high volatility in the insurance markets within the State and
the significant reduction in the number of companies writing policies subseguent Hurricanes
Katrina and Rita. The effect of this condition was noncompliance with the aforementioned
Louisiana Revised Statutes,

Nane

New management has instituted the first program in 2008 and has developed procedures to
ensure the programis continuous. The ultimate goal is the depopulation of the Corporaticn’s
premiums written and policies in force as well as to aid the public in obtaining affordable rates
for their covered property. In June 2008, approximately 27,000 policies were depopulated. In
December 2008, approximately 13,500 policles were depopulated.
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LOUISIANA CITIZENS PRCPERTY INSURANCE CORPORATION
Schedule of Findings and Responses
For the Year Ended December 31, 2007

2007 -3 Advance of Public Funds

Criteria

Condition;

Cause and Effect:

Recommendations:

Management’s
Rasponse:

As provided for in Article VII, Section 14 of the Louisiana State Constitution, the funds, credit,
property, or things of value of the state or of any political subdivision shall not be lpaned,
pledged, or donated to or for any person, association, or corporation, public or private.

A large portion of PIAL's operations were to provide management and administrative services
to the Corporation and is customers. Since the administrative agreement provided for
reimbursement of expenses incurred by PIAL on the Corporation's behalf, the Corporation
made mid-month advances to PIAL to reduce the strains on their cash flow. Timely
reconciliation of outstanding balances due to PIAL were not performed. When the
Corporation hired its own CEQ and CFO, separate from PAIL, reconciliations were perfarmad
and it was identified that in February 2007, the Conporation made advances which exceeded
the tofal expenses incurred by PIAL cn the Corporation’s behalf during that period, causing an
overpayment of funds of approximately $340,000. The Corporation had continued to make
payments {0 PIAL through March and April 2007, leading to a total excess advance of aimost
$800,000. Once this was discovered, these amounts were corrected,

The governing beard did not provide sufficient administrative staff during the creation of the
Corporation to ensure an appropriate level of authorization and review of the managing
agent's functions. The effect was inadequate segragation of duties and controls between
autherization of expenditures and disbursements of funds.

None

Charges betwsen PIAL and Cilizens have been reconciled.

2007 - 4 Louisiana Plans Management System {LPMS)

Criteria:

Condition:

For proper controls over the premiums and claims cycles, the Corporation should have a
policy management system that supplies relevant and accurate financial data to the ganeral
ledger system.

The Propery Insurance Association of Louisiana (PIAL) contracted, on the Corporation's
behalf, with a software vendor to develop and provide implementation, maintenance and
support of the LPMS. LPMS was put into service on October 1, 2005, to process claims and
manage policies. Management identified, subsequent to the end of the 2005 fiscal year, that
the vendor had not completed many of the necessary functions within LPMS and that the data
tables which feed the interface between LPMS and their accounting software were not being
populated. Therefore, accounting transactions were either being recorded incorrectly or not at
all. LPMS has also been unable to produce reliable statistics.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Schedule of Findings and Responses
For the Year Ended December 31, 2007

2007 - 4 Louisiana Plans Management System (LPMS) (Continued)

Cause and Effect:

Recommendations:

Management's
Response:

The cause appears to be errors made in the design and implementation of LPMS. The effect
was a lack of controls over the premium and ¢laims cycles. The syslem’s failure to produce
accurate or reliable financial information has had a significant impact an the Corporation’s
ability to produce accurate financial statements. The Corporation has incurred many
subsequent costs for consultants, accountants and analysts to accumulate and correct
financial data as well as additional costs to repair the LPMS system, Management has been
able to retrieve accounting data through a software they call Data Mart to compile financial
records.

Management should consider replacing LPMS cr making changes sc that it can be mare
effective.

Management has determined that the LPMS system should be replaced. A request for
proposal (RFP) for a new system was released in July 2008. The new system will be an “off
the shell" software that has been proven to be successful at other property insurance
comparnies.

2007-5 PIAL’s Reimbursement Requests

Criteria:

Condition:

Cause and Effact:

Recommendations:

Management's
Response:

Effective January 1, 2004, a contract for management and administrative services between
PIAL and the Corporatior was approved by the board and the Cffice of State Purchasing fora
period of one year with options to renew for subsequent years not ta exceed five years. The
agreement stated that PIAL would operate without profit on an expensa reimbursement basis.

During our testing of the operating expense reimbursement requests from PIAL, we identified
many of the expenses were based on an indirect cost allocation between the Corporation and
two other entities. We could not determine how this allocation was determined and further
identified inconsistencies in the application of the calculation. We further could not evidence
approval of the indirect cost allocation rate by the Corperation’s Governing Board or other
senipr management. Personnel expenses charged to the Corperation in the reimbursement
requests were not supported by time or other details. We were unable to determine that they
were for actual work related to the Corporation’s operations.

The Governing Board did not provide sufficient administrative staff during the creation of the
Corporation to ensure an appropriate leve! of authorization and review of the managing
agent’s functions.

We recommend all requests for reimbursement be accompanied by appropriate supporting
documentation stating the business purpose for the expenditure and how it relates to the
Corporation,

New management has instituted written policies and procedures fo ensure that expenditures
incurred by the Corporation are approved at an appropriate level of management and
payments for services are segregated from the authcrization functions.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Schedule of Findings and Responses
For the Year Ended December 31, 2007

2007 -6 Bank Reconciliations

Criteria:

Condition:

Cause and Effect:

Recommendations:

Management’s
Response:;

For internal controls to be effective and for material misstatements to be detected, bank
reconciliations should be performed monthly in a timely manner.

Bank accounts were nol reconciled timely. The Corporation contracted wilh oulside
consultants to perform the reconciliations for 2005, 2006, and 2007, which were completed

during 2008.

Due to the accounting problems that arose in the aftermath of Hurricanes Katrina and Rita
and because of the errors in the LPMS system, it was not possible to reconcile bank
accounts. The effect was inadequate controls over disbursements and receipls of funds.

The Corporation has assigned personnel to perform reconciliation functions undear the
supervision of senior personnel during 2008. We are aware that the reconciliations are
currently being performed timely. Formal timelines have been established for the completion
of the reconciliation and the review functions to ensure bank adjustments are recorded timely
within ihe financial records to support management reports and financial statements.

The bank reconciliaticns for 2005, 2006 and 2007 are now complete and the 2008 bank
reconciliations are up to date. Bank reconciliation policies and procedures have been
implemented.

2007 -7 Premiums & Claims

Criteria:

Condition:

Cause and Effect:

Recommendations:

Internal conirol procedures and objectives over the premium and claim cycles as listed within
the AICPA's Accourting and Auditing Guide for Property & Liability Insurance Companies
include:

= [nput, output and data conirols are maintained fo ensure that all changes to the
detail policy are processed properly.

s  Amounts included in commission calculations are reconciled fo premiums written.

s Policy endorsements and cancellations or other changes are approved;
determinations of additional or return premiums are also reviewed.

During the year ended December 31, 2007, it does not appear that the Corporation had in
place a testing, balancing, and reconciliation function for the premium and claims cycles.
Subsequent t0 year end, new management has established a testing function.

The cause appears to be a lack of oversight by the Governing Board and possibly due to
previous management's inadequale experience in the property insurance industry. As a
result, the Corporation experienced difficulties in the premiums and claims processes.

Management should institute a review of its internal controls over the premium and claims
cycles and implement changes as considered necessary.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Schedule of Findings and Responses
For the Year Ended December 31, 2007

2007-7 Premiums & Claims {Continued)

Management's
Response:

New management has implemented many of the cantrols described above. Management has
evaluated its current confrols over the premium and claims cycles to ensure that errors are
identified in a imely manner. Due to the volume of Katrina/Rita claims, the service providers
were granted increased authority to settle claims. Now that the bulk of sterm claims have
been processed, the service provider limits have been reduced and compliance reviews and
audits have been instituted. Coples of the recent compliance reviews has been provided to
the external auditors.

2007-8  Employee Expense Reimbursements

Criteria:

Condition:

Cause and Effect:

Recommendations:

Management's
Response:

To ensure expenditures reported on the Corporation's financial reports are for the activities of
the Corporation, all employee expense reimbursement requests must contain appropriate
supporting documentation and authorization.

Invoices submitted by PIAL for reimbursement from the Corporation, selected for audit testing,
contained items for their empioyees’ expense reimbursement requests. in many instances,
they did not confain sufficient supporting documentafion with the request to determine the
business nature of the expense or detail how these expenses related to Citizens’ operatiens.
Many expenses contained employee ¢redit card statements which did not provide detail of
items purchased.

The cause appears to be a lack of oversight by the Governing Board over the autharization
and review of the managing agent's requests for reimbursement. The effect was inadequate
centrols of cash disbursement functions.

We recommend thal the Corporaticn require adequate documentation te support expenses
requested for reimbursement by PIAL.

We have developed and are using a specific form for employee expense reports that requires
receipts for any expenses greater than $25.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Schedule of Findings and Responses
For the Year Ended December 31, 2007

2007-9  Rate Setting Procedures

Criteria:

Condition:

Cause and Effect;

Recocmmendations:

Management's
Response:

Other Comments

The Corporationis required by RS 22:1430.12(A}(1) to set rates which exceed rates charged
among the ten insurers with the greatest tatal direct written premium in each parish for that
line of business in the preceding year by at least 10%. These rates are required (o be set by
the governing board, adjusted annually, and to be actuarially certified. State Law further
requires the Corporation to charge the higher of the actuanially justified rates or 110% of the
rates charged by the top ten insurers.

The Louisiana Legislative Auditor has suggested in his performance audit repoit dated May
22, 2007 of the Corperation and as a result of an audit performed con the financial statements
of the Louisiana Department of Insurance (DQI) dated November 12, 2008, that adjustments
made to the Corporation's rate filing by the DOI may have caused its policyholders to be
charged rates which did not comply with State Law for a period covering through May 31,
2007.

If such adjustments lowered the Corporation’s rate to below the legislatively mandated levels,
the Corporation could potentially be in violation of State Law.

We recommend that the Corporation review their rate setting procedures fo ensure
compliance with applicable State Laws.

Management believes their rate filings were accurate based on the market data which was
available to them and that attempts were made to comply with any and all laws governing the
rate setting process.

The Compliance Audit Division of the Louisiana Legislative Auditor performed compliance and performance audits of the
Louistana Citizens Properly Insurance Corporation and issued various reports dated between May 22, 2007 and
November 5, 2008. The Auditor has also performed a financial statement audit of the Department of Insurance for the
year ended June 30, 2007, and has issuad his report dated November 12, 2008, which include findings related to the
insurance rates used by the Corporation. Copies of these reports can be requested from the Legistative Auditor's Cffice at
1600 North Third Street, P.O. Box 94397, Baton Rouge, LA 70804 or in the audit report section of their website at

www.ll3.la.gov.
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LOUISIANA CITIZENS PROPERTY INSURANCE CORPORATION
Schedule of Prior Year Findings
For the Year Ended December 31, 2007

Section | - Internal Control and Compliance Material to the Financial Statements

2006 - 1

Conditior:

Status:

2006- 2

Status:

2006- 3

Condition:

Status:

2006 - 4

Status.

2006-5

Condifion:

Status:

Reporting Requirements

The Corporation was notin compliance with State Laws and Regulations which require the annual audit
be completed and submitted to the Legislative Auditor within six months of the close of the entity's
fiscal year.

This condition for 2006 was resolved in 2008. The 2006 annual audit report and financial siafements
have been finalized and submitted to the Legislative Auditor.

Policy Take Qut Program

This condition has not been resolved. Ithas been repeated at finding 2007 - 2. The Corporation’s first
policy take out program began in 2008,

Board Minutes

The Carporation was unable to provide board minutes for meetings held within five menths between the
periods of June 1, 2006 and January 31, 2007, as well as no sub-committee minutes since inception. It
appears that the enlity is not in compliance with LRS 42:7.1 and 44:36 in the taking of minutes or the
preservation of those public documents.

This condition has been resolved.

Louisiana Plans Management System {LPMS)

This condition has not been resolved. It has been repeated at finding 2007 - 4.

Contract Review and Approval

The Corporation’s approved Plan of Operations §6(A)(9) delegates the authority to the CEO to execute
contracts with vendors up to $15,000 or up to public contract laws not subject to bid requirements
without first obtaining approval from the govemning board. All contracts exceeding the limitation require
board approval. We identified a contract executed hetween the Corporation and vendors by the CEQ
which exceeded the limitation that did not contain evidence of board authorization.

This condition has been resolved.
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2006 -6

Condition:

Status:

2006 -7

Condition:

Status:

Conflicts of Interest

There were conflicts of interest between the management of the Corporation and the management of
their managing agent, the Property Insurance Association of Louisiana (PIAL}. Predominately, all of the
Corporation's operating expenses were incurred by and reimbursed fo PIAL. PIAL provided all
persanne! including the Chief Executive Officer and the Chief Operating Officer, who held their
positions with both entities. The entities also had commeon koard members.

This condition has been resolved. The Corporation began hiring separate officers in the Spring of
2007.

PIAL’s Contract Authorization & Reimbursement Requests

The Corpcration was not in compliance with their contract for management and administrative services
with PIAL. Four contracts with costs ranging between $130,000 and $6 million, were executed between
PIAL and outside vendors on behalf of the Corporation containing no evidence of authorization from the
Corporation’s governing board.

This condition has been partially resolved. |t has been revised at finding 2007 - §. Contracts executed
during 2007 were in the name of the Corporation and approved by the governing board.

2006-8 Supporting Documentation for PIAL Invoices

Condition;

Status:

2006-9

Status.

2006 - 10

Condition:

Status:

The Corporation was unable to provide sufficient supporting documentation supporting the operation
expenses requested for reimbursement from FIAL.

This condition has been rescived. The Corporation requires all requests for reimbursement to be
accompanied by supporting documentation.

Bank Reconciliations

This condition had not been resolved by the end of 2007. It has been repeated at finding 2007 - 6.

Cash Disbursements

The Corporation's invoices did not contain evidence that management approved invoices prior to them
being paid, nor were supporting documents cancelled after payment to prevent their re-use.

This condition has been resolved. Invoices submitted for payment are required to have the appropriate
approval prior to the disbursement of funds.
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2006 - 11

Condition.

Status:

2006 - 12

Status:

2006 - 13

Status;

2006 - 14

Conditicn:

Status:

2006 - 15

Condition:

Status:

Stale Outstanding Checks

The outstanding check lists for the Coastal and FAIR Plan oparating checking accounts contained
checks dating from as early as January 2004. The Coastal Plan has approximately 190 checks totaling
$94,000 and the FAIR Plan has approximately 2,560 checks totaling $3,584,000 listed which are older
than one year.

This candition has been resclved. The Corporation has a written escheat policy that requires an annual
review of all outstanding checks with written notice to the payee and escheatment affer five years per
Louisiana Statute.

Premiums & Claims

This condition has been partially resolved. Part of the finding has been repeated at finding 2007 - 7.

Employee Expense Reimbursements

This condition has nol been resolved. It has been repeated at fincing 2007 - 8.

Calculation of Nonadmitted Premium Receivables

The Corporatior's current policy used to calculated the non-admitted portion of premiums receivable
does not appear to comply with Statement of Statutory Accounting Principle (SSAP) No. 4, Assets and
Nonadmitted Assets, and SSAP No. 6, Uncolfected Premium Balances, Bilfs Receivable for Fremiums,
and Amounts Due from Agents and Brokers. The Corporation’s current palicy is to calculate the
admitted portion as an amount equal to all premium collections for the 90 days subseguent the
reporting date without considering the amounts already reserved as unearned. This policy has also
been adopted to estimate the allowance for uncollectibla amounts in accordance with Generally
Accepted Accounting Principles.

This condition has been resolved. The Corporation has modified its policy to comply with Generally
Accepted Accounting Principles and a permitted statutory accounting principle.

Accounts Payahle

The Corporation’s accounting procedures do not require invoices tc be entered info the computer
system prior to the check run on which they will be paid. The accounts payable personnel keep a
manual open invoice file for those awaiting payment.

This condition has been resclved. The Corporation has changed the accounts payable process as
recommended.
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2006 - 16

Condition.

Status:

2006 - 17

Condition:

Stalus:

Internal Audit Function
The Corporation does not have an internal audit function.

This condition has been resolved. Management is considering the recommendaticn to establish an
internal audit function, but currently has implemented these processes throughout various divisions of
the Corporation. Managemeant has instituted review and approval functions within each department and
has been performing performance revigws of its service providers.

Accounting Policies and Procedures

The Corporation does not have an accounting policies and procedures manual. Due to the volume cf
transactions and complexities involved with this industry, written procedures, instructions, and
assignments of duties will prevent or reduce misunderstandings, errors, inefficient or wasted effort,
duplicated or omitted procedures, and other situations that can result in inaccurate or untimely
accounting records.

This condition has been resolved. The Corporation has begun the process of developing a formal
accounting policies and procedures manual. Many procedures have been written, adapted and put in
place by the Corporation.

Section Il - Internal Control and Compliance Material to Federal Awards
Not Applicable

Section |!l - Management Letter

Not Applicable
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